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Before the 

FEDERAL ENERGY ADMINISTRATION 

STATEMENT OF UNION CARBIDE CARIBE, INC. 
ON REEVALU.4TION OF TI!E 

PETROLEUM ALLOCATION AND PRICE REGUL4TIONS, 
FEBRUARY 19, 1976 

Mr. Chairman, I am Alex T. Ragan, President of Union Carbide 

Caribe, Inc., a subsidiary-of Union Carbide Cot:"pOrs;ltion with principal -

offices located in Hate Rey, Puerto Rico. Appearing with me is Richard 

r C. Perry 1 Manager of Energy Policy for Union Carbide Corporation. 

t 

r 
r: 

io-
!.' ,_ 

• 

Union Carbide Caribe 1 Inc. has carried on petrochemical opera-

tions at Penuelas, Puerto Rico since 1959. In the late 1960's Caribe 

planned a major expansion of those operations, and in October 1971 the 

plant carne on streaqt, rated at 775 million pounds 

cthyler.e annual output. The plant represents an investment in excess of 

$350 mill ion and, during times of full production, employs more than 1500 

people. 

Ccr !l:::e' s expanded Penuelas plant is an integral and vital part of 

Carbide Corporation's overall petrochemical business. It was 
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planned and built to enhance Union Carbide's competitiveness in the 

world trade of petrochemicals during a period when foreign produ(;e.rs 

were capturing an increasing share of world markets, including increased 

market share in the U.S. Puerto Rico, rather than a mainland U.S. site, 

was chosen as the place for expansion because of advantages then 

accruing to Puerto Rico-based enterprises in furtherance of the economic 

development and national security objectives of both the U.S. govern-

ment and the Commonwealth government. Unfortunately, however, those 

advantages have now disappeared and, instead I have been replaced by 

competitive disadvantages arising out of the radically changed conditions 

of world trade of petroleum 1 as well as U.S. energy allocation and pric-

ing policies. · 

V/ith those changed conditions in mind my statement today is 

essentially a·ddressed .to two of the six matlers listed for discussion by 

FEA in the Federal Register notice of hearings 1 dated January 30 1 1976. 

These two matters are: 

. 
- an equitable and proportionate distribution of costs 

among all refined products; · 

a review of the mandate to allocate on an equitable 
basis between regions, giving due regard to historical 
patterns rather than to create preferences between 
regions without reference to historical patter~s • 

. In discussing these matters it should be noted for the record that 

Union Carbide Caribe, individually and in concert with other Puerto Rico-

based petrochemical producers, has frequently appeared before or 
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communicated with FEA •. as well as other government agencies, to speak 

· out about the changing competitive climate in Puerto Rico in recent years. 

This is not a new or unknown problem. Only its current manifestations 

are new. In February 1975 we testified twice before FEA in connection 

with the administration's proposed program to reduce imports of crude. oil 

and petroleum products. In May 1975, together with other members of the 

so-called Puerto Rico Petrochemical Group, we submitted. to FEA a study 

prepared by Arthur D. Littl~_, Inc. entitled "Compe:titive Cost Position of 

the Puerto Rican Petrochemical Industry."· In July 1975 we wrote a detailed 

letter to FEA in connection with an FEA study of the effect of U.S. ·energy 

policies on petroleum-based operations in Puerto ·Rico. This letter was 
•. 

followed up by various meetings and discussions to provide specific data 

requested by the FEA staff. 

Thus, we are not new in appearing before cognizant governrner!.t 

authority to identify changes associated with our Puerto RiC.opetrochemical 

operations; and in each such appearance we have consistently advanced 

the same basic theme: Federal energy policy should take into accou~t the 

unique status of Puerto Rico in such manner as not t.o disadvantage petro-

chemical producers located there vis-a-vis either foreign producers or 

U.S. -based producers and not to frustrate the origincil objective of promot-

. ./ 
ing the economy of Pue~to Rico. I should add that in this effort we have 

had the support and cooperation of the Commonwealth government and the 
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Commonwealth Economic Development Administration, and I have rio doubt 

that Commonwealth authorities would endorse Caribe' s statement today. 

Despite our numerous representations, however, and those of 

others -- including the Commonwealth government -- we are not yet aware 

of any acknowledgement or assessment by FEA of the part their policies 

piay in accentuating Puerto Rico's competitive disadvantage, nor cf FE.~'s 

recognition of this problem in the administration of its petroleum alloca-

tion and pricing programs. 

. 

1. Equitable and proportionate distribution of costs 
among all refined oroducts 

Caribe' s Penuelas plant uses petroleum-based naphtha as its 

petrochemical feedstock* -- over 90% of it imported from foreign sources. 

Vlhen the world price of crude oil rose above the level of regulated cil 

prices in the U.S. beginning in 1973 Caribe's feedstock cost advantage 

(which helped offset. other higher costs of producing in and shipping from 

Puerto Rico) with respect to U .S.-based petrochemical producers was 
. . 

wiped out and, in fact, became negative. 

Passage. of the Federal Energy Polic~· and Conservation Act ot' 

1975, together with related oil and natural gas regulatory developments, 

* Union Carbide's Taft, Louisiana petrochemical plant also uses naphtha 
as a feedstock. The Company's other U.S. petrochemical plants use natural 
gas liquids, or "light" feedstocks, as does most of the U.S. -based ·petro-
chemical industry. . 
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promise not only to continue but actually to further diminish the competi-

tive viability of those p_etrochemical operations in Puerto Rico which use 

foreign napht..'ia as raw material. The following factors contribute to this 

detrimental result: 

(a) in the U.S. the $2.00 per barrel import fee on crude 

oil has been removed and a rollback of dome_stic crude 

o~l price mandated. These actions will reduce the 

ceiling prices for petroleum products in the U.S., 

including propane, butane 1 and naphtha used as petro-

chemical raw materials; 

(b) in addition, depending on administrative determination, 

the price of ethane -- another major petrochemical raw 

material -- can be put under control and rolled back; 

(c) at the same time I naphtha from world sources, im~orted 

and used in Puerto Rico as petrochemical raw material, 

will continue to have -its price determined by global 

supply/demand influences, not by U.S. regulatory 

policies; 

.. ' 



r - 6 -

(d) the U.S. "entitlements" program, which is designed 

to spread the benefits of petroleum price controls across 

the country 1 does not now extend to those who import 

naphtha and other petroleum products; 

(e) these regulatory conditions will not be of limited dura-

tion 1 but will continue for at least 40 months, subject 

to refinement and adjustment. 

A number of administrative interpretations will have to be made 

before the final regulatory details affecting the specific ma_g.nitt!d~ __ of 

Puerto Rico's disadvantage can be measured and projected. There is no 

question 1 however 1 that SO long as u o so crude oil prices are controlled 

at a level below world oil prices the combination ofthe foregoing circum-

stances leads to a continuing and accentuated competitive disadvantage 

for those who use imported petroleum products as raw material relative 

to their integrated competitors who import a"nd process crude oil, and 

relative to those competitors who use domestic natural gas liquids as 

raw material. 

Giv~n these circumstances, we think it sour{der. national policy 

gradually to decontrol the price of U.S. crude oil and eliminate the 
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differential with world prices. But until that equalization comes about, 

we conclude that to restore a reasonable degree of equity requires -- at 

minimum -:- inclusion in the U.S. "entitlements" program of those im-

ported petroleum products used as feedstocks in the manufacture of petro-

chemicals. We believe that the inclusion of such petroleum product 

imports in the program will have no detrimental. effect on the operation 

and construction of petroleum refining capacity in the TJ. S .. and Puerto 

Rico. 

2. Allocation on an equitable basis between regions 

To the extent that the entitlements program can be considered 

an "allocation .. within the meaning of the statute and regulations we· 

believe that inclusion of_ imported petrochemical feedstocks in such a 

program would constit.ute regional equity for ·Puerto Rican producers. 

The same particular considerations that we spoke to earlier in this state-

ment make a compelling case for recognition of the regional differences 

that affect competitiveness, mainland· U.S. versus Puerto Rico. If napht..~a 

were to become an "entitled" refined product, Puerto Rican petrochemical 

producers would come much closer to competitive parity with those U.S. 

integrated refiner-producers who use petroleum products as their petro-

chemical feedstock. I 
./ 

In conclusion let me state that the competitive viability of our 

Puerto Rican petrochemical operation is of highest priority concern throughout 
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the Union Carbide organization. We are sure that other Puerto Rico:-based 

petrochemical producers are similarly concerned. Accordingly, we 

appreciate the opportunity to participate in this hearing and to answer 

any questions which our statement may elicit • 

. -
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THE WHITE HOUSE 
! Wu i/1' INAHt;I{N 

WASHINGTON 
_, 

June 12, 1976 

~f!J ~ 

GLE SCHLEEDE 

MEMORANDUM FOR: 

FROM: 

SUBJECT: 

J~M NON 

I FORMATION ON A DEVELOPING PROB 
SALE OF OIL FROM ELK HILLS NAVAL 
PETROLEUM RESERVE 

ON 

This memorandum is just to alert you to a problem that is 
developing with respect to the recent auction sale of oil 
from NPR #1 at Elk Hills. Navy, FEA and Justice are working 
on the problem and I see no need at present for White House 
involvement. 

Production and sale of oil from Elk Hills was authorized 
and directed by the Naval Petroleum Reserves Act signed 
by the President on April 5 1976. 

Navy advertised for bids and then held its auction on 
May 26. No bids were received on about one-third of 
the oil. Bids received apparently varied widely. 

As required under the law, bids have been sent to 
Justice Department for review before they are accepted. 
They were sent about June 2 and Justice has up to 
30 days to act. 

The developing problem: 
1. FEA has ruled that oil from Elk Hills will be 

treated essentially the same as foreign oil 

2. 

V{ 

for purposes of the old oil entitlements program. 
The net effect is that the Elk Hills oil is 
worth more on the market than it would be if 
FEA had ruled otherwise. 

This ruling apparently was not known to all 
potential bidders before the sale. FEA indicates 
that its intentions were made known but apparently 
were not well understood, even by the Navy. FEA 
sent its formal ruling to the Federal Register on p~ 
May 25, (the day before the sale) and it appeared 
three days after the sale. 
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3. Navy is now getting complainits that (a) the sale 
was unfair because the ruling was not known to 
all potential bidders and (b) the bids were less 
than they might have been if everyone knew of 
the ruling. 

Options being considered by Navy include (a) do nothing, 
(b) cancel the sale and hold a new one, and (c) let 
the existing sale stand and hold another sale in about 
90 days for the remaining oil. If Navy cancels the 
sale, there would be a net delay of about five weeks 
in getting Elk Hills into production. Initial 
production had been planned for the first week in 
July. 
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THE WHITE HOUSE 

WASHINGTON 

Mr. Cannon: 

This carne 
confidential 
be staffed ut 
or do yo 
ourself? 

der personal, 
- should this 
to Schleede 

handle 



FEDERAL ENERGY ~~XIDI~ OFFICE 
WASHINGTON, D.C. 20461 

August 4, 1976 

PERSONAL AND CONFID:S~i'i'E'-\±. · 

MEMORANDUM FOR JAMES CANNON ./ 
ALAN GREENSPAN 
JAMES LYNN 
ELLIOT RICHARDSON 
CHARLES ROBINSON 
BRENT SCOWCROFT 
WILLIAM SEIDMAN 

FRANK G. ZARB f)r 
OIL COMPANY NE~;IATIONS 

FROM: 

SUBJECT: ISSUE PAPER 

The attached draft issue paper addresses an obviously 

important question. I would appreciate your personal 

review and a response reflecting your views by COB 

August 13. 

Attachment 

. (,_ 

Determmed to be an 
Administrative Marking u 

By q!) 
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OIL COMPANY NEGOTIATIONS ISSUE PAPER 

Issue: What should be the u.s. Government policy with respect 
·to reporting concerning crude oil negotiations, trans­
actions, and contracts between u.s. oil ·companies and · · _,. 
foreign governments? 

Bc;tckground: 

The Embargo of 1973-1974 accentuated and gave impetus to 
continuing public concern over the degree of oversight , 
exercised by the U.S. Government with regard to the dealings 
of u.s. oil companies and oil-producer governments. Senators, 
Congressmen and other interested parties have called repeatedly 
for some increased U.S. Government·role such as establish-
ment of a u.s. Government oil company or purchase agency, or 
alternatively, .for divesting the oil companies of part of 
their assets, or both. 

In 1974 and again in 1975, legislation has been introduced 
to mandate formal FEA prior review and approval of foreign 
oil contracts. Similar concerns have led to the inclusion 
of a Technical Purchase Authority provision (S. 456)' in the 
EPCA, and to various legislative proposals to implement 
"vertical" or "horizontal" divestiture of oil company assets 
and operations. 

To date, the Administration's response to these proposals 
has been the assertion that existing monitoring of such 
transactions is sufficient, and that the FEA Transfer ~~ 
Pricing regulations, domestic anti trust law, informal .. :tand 
volunt:ary) consultations with the companies, and the expanded 
role of the IEA Standing Group on Oil Markets, present 
adequate safeguards for U.S. national interests. 

Expanded government monitoring might have several positive results: 

Increased government understanding of oil market operations,. 
especially if interpretive material is also required. 

Establishment of a base for development of more sophisti­
cated price containment strategies. 

Easing of unfocussed negative feelings about the companies 
through public awareness of government monitoring of oil 
company dealings. 

Discouragement of Congressional initiatives for more dis­
ruptive actions in the international oil market. 
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On the other hand, additional information collection implies 
further intervention into the oil market, and might com­
promise private negotiations. Moreover, no clear need has 
been established for additional information 

Discussion: 

I. Existing Authorities and Practices 

A. Federal Energy Administration. FEA has broad infor­
mation collection authority. Under Section 13 of the FEA 
Act, the Administrator is required to "collect, assemble, 
evaluate, and analyze energy information .•• to permit fully 
informed monitoring and policy guidance with respect to the 
exercise of his function under·this Act." Since one of the 
Administrator's functions under the FEA Act is to carry out 
responsibilities granted by Congress under other laws, Section 
13 allows the Administrator to collect data needed for policy 
formulation with respect to the EPAA, EPCA, or other statutes. 
This authority appears broad enough to support a requirement 
that companies submit copies of their overseas crude oil 
acquisition contracts and reports with respect to other 
agreements. A justification for the necessity of such infor­
mation could be based upon the Administrator's responsibility 
under the FEA Act to advise the President and the Congress 
on the integration of domestic and foreign policy relating 
to energy resource management. 

The authority contained in Section 11 of the Environment 
Supply and Energy Coordination Act (ESECA) authorizes the 
collection of information necessary to formulate energy policy 
or for carrying out the purposes of ESECA or the EPAA. This 
broad authority could also be used as a justification for 
requiring the submission of contracts. 

The FEA is already collecting detailed prices and 
cost information on foreign crude oil in order to ~ontrol 
"transfer" prices between domestic oil companies and their 
foreign affiliates and to meet the United States' obligations 
in the International Energy Agency. For transfer pricing 
FEA is collecting from U.S. companies and subsidiaries: 

acquisition prices and transportation costs 
on an individual shipment basis for all crude 
oil imports. 

prices and contract periods for all third-party 
sales worldwide for all crude oil types used in 
the United s-tates. 



., 

-3-

acquisition costs on a quarterly basis for all 
major crude oil streams. 

volumetric data on crude sources and disposition 
\'10rld\vide as bet'\'7een third-parties and affiliates. 

Other, related regulatory or information-gathering 
activities are carried out by the U.S. Government in connection 
with its obligations to the International Energy Agency {IEA), 
and by the IEA itself. 

The Federal Energy Administration prepares and submits to the 
International Energy Agency (IEA) quarterly reports on prices 
and costs of major crude oil streams. The price information 
submitted to IEA is derived directly from FEA's transfer 
pricing records. Crude oil cost data represents the cost 
to U.S. oil companies of acquiring crude oil, \V'hether that crude .· 
is delivered to the United States or to other world markets. 
The information is derived from a separate reporting system 
in which companies report separately their costs of acquiring 
crude oil from equity producing interests, as a consequence 
of special buy-back arrangements which evolv~d from earlier 
concession agreements, or through direct purchases from the 
host producing governments or their national oil companies. 

IEA also supplements its knowledge ·of major oil supply contracts 
through direct, formal and informal consultations with the 
oil companies. Frequently a company will initiate such a 
consultation to keep FEA advised of its activities; on other 
occasions FEA will invite a company's representative to consult. 

To date formal consultations have been held with three U.S. 
and three foreign based companies; additional consultations 
are being scheduled • 

... '" 
a • . ·s·ec·ur·i·t .. ·a·n-a-· Exch'an· ·e· Commis·s·icm~ rrhe SRC · 

also gathers information on company producer country agreements 
under two separate authorities. Any company making a public 
offering must file an S-1 form with the SEC. Information on 
supply agreements would be included in this filing. Such in­
formation is usually public although a company may request con­
fidential treatment. Since oil companies make few public 
offerings, information gained under this authority is limited • 

. -

' 
Oi~ compan~es are also subject to the Securities Act of l9J4 
wh~ch requ~res current reports (8-K} in certain circumstances. 
The 8-K report includes information on "material contracts" 
-those significant to company operations. There is ·however 
enough latitude ·in the definition of materiality so that · ' 
information gathered under this authority does not signifi-
cantly add to that otherwise available. · 

C. [Other: Treasury, State] 
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II. Potential Problems of Additional Information-Gathering 

A. Which agreements should be monitored? 

Approximately 24 MMB/D of oil was imported from Arab and non­
Arab sources in 1975 by the developed nations of the West. 
Given this level of trade, complete monitoring is impractical 
and u.s. participation should be limited to significant.trades, 
but the definition of significant trades presents certa1n 
problems. Obviously, the trades that most concern the U.S. 
are those which have a major, or at least noticeable impact, 
on the price of oil products in -final markets in .the u.s., 
to particular sources of supply. Several factors determine 
the impact of an agreement on the market - the size of the 
contract, provisions for underlifting, credit terms, length 
of contract, and size of company market share and profit, and 
the extent to which an agreement departs from existing industry 
practices. Criteria for determining which agreements should 
be subject to monitoring should be developed after careful 
study. The definitions of "significance" could probably be 
established in such a way to ensure that virtually all 
negotiations involving OPEC governments would be subject to 
mandatory reporting. 

It should be noted that the many arrangements do not result 
in formal contracts and any reporting requirements to be 
meaningful would have to extend beyond purely formal agreements. 

B. Confidentiality. 

Increased information collection by the federal government 
raises problems with regard to the ability to protect pro­
prietary information against disclosure. In the case of post 
agreement filings, information would not be as sensitive as 
that with respect to negotiation in progress, but even with 
post agreement filing, sensitive and valuable proprietary 
information may be involved. Proprietary data is protected 
under the Freedom on Information Act from public disclosure. 
It is unlikely, however, that FEA could refuse a Congressional 
request for this information, in such event, FEA would not have 
direct power to protect the information. 

c. Mandatory Reporting. 

Information concerning negotiations is now provided voluntarily, 
and increased information could be requested on a voluntary 
basis. This represents a less intrusive form of intervention. 
On the other hand, it leaves the initiative with the companies 
and may not create public confidence in the exercise. 
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D. Lack of Substantive Policy. 

The U.S. Government currently has no substantive policy with 
respect to its role in international oil negotiation, and 
negotiations to this point have been left strictly to the 
companies. Collecting additional information creates its 
o\vn impetus for further government action in this area, and 
prior to extending present data collection, it may be 
desirable to more sharply define the Administration's policy 
toward oil company negotiations. 
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Option 1: The u.s. Government should continue current 
regulatory and monitoring practices. 

PROS: 

CONS: 

System is in place and. provides information needed 
to carry our current regulations. 

International submissions meet the needs of the IEA. 

Lack of action m~y be politically non-viable, 
perceived as excessively pro--business attitude. 

Current practices may not provide necessary informa~ 
tion for development of sophisticated international 
oil policy. 

Option 2: The U.S. should require post-agreement filing 

PROS: 

CONS: 

of reports detailing significant producer country/ 
ol.:J.:.. ,c·ompany: :ci,:gre:emen ts . 

Would increase documented store of government 
information on company/OPEC dealings. 

l'lould increase company transparency and might 
alleviate public concern that companies are not 
acting in the national interest. 

Information gained might not be significant. 

Appears contrary to the Administration's current 
deregulatory thrust, ,.,hich is to reduce Adminis­
trative burden. 

Protection of proprietary information would be 
necessary and might prove difficult. 

Need for additional information has not been 
es·tablished. 
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Option ·3: 

This option would increase monitoring activities by requiring 
more information during the course of negotiations, either on 
a voluntary or mandatory basis. 

Option 3a: The U.S. Government should request company 
briefings on in-progress negotiation of signi­
ficant agreements .• 

PROS: 

CONS: 

Could increase government knowledge of industy/ 
producer relationships. 

Would heighten public perception of company 
transparency. 

Administrative costs are minimal since charge from 
present system is not major. 

Same as Option 2. 

Provides no sanctions if companies are not acting 
in the public interest. 

Option 3b: The U.S. Government should require company 
reporting on· s·ignifi·cant t1ego·tiatio·ns in-progress. 

PROS: 

CONS: 

New government initiative which would serve to 
increase knowledge about industry/producer relations. 

Might increase public confidence in government over­
sight and avoid more disruptive Congressional actions. 

Might appear to OPEC as U.S. Government interference 
in negotiations and thus confrontational. 

I 

Would cover sensitive and proprietary in~ormation 
-o;·?"~.-t~ a-t:tenC'ant problems of confidentiality. 
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CONS, (continued): 

Might not result in strengthened U.S. position 
with respect to the cartel. 

Represents further government intervention into 
oil industry without demonstrable benefit, espe­
cially in light of stil~ undefined government policy 
tmvards such negotiations. 

/ 




